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THE SOUTH DAKOTA FARMER
AND HIS TAXES
JOHN THOMPSON and MAx MYERS 1
Needs and demands for public
services are increasing in South Da
kota. i\ifore services are being pro
vided. These trends are nationwide
and are likely to continue. The
present problems of financing edu
cation and highways highlight this
situation.
South Dakota citizens are users
of these services and are being
called on to pay the increased costs
of public services. Farmers as users
of the public services want for their
families the benefits of such items
as education and improved roads.
Thus, they as property owners and
as buyers of taxable items have a
real concern with the increasing tax
burdens, especially at a time when
farm income is declining.
To better understand the tax situ
ation as it affects farmers, it is help
ful to consider the over-all public
finance situation. Therefore, gen
eral information on public expendi
tures and receipts is given first.
Then the effects on farmers are
considered.
The purpose of this publication is
to provide information that will
help citizens and officials to make
decisions on tax policy. It is not in-

tended to promote or discourage
any particular policy or tax except
as the factual material presented
may reflect on its feasibility or
equity and adequacy. Therefore,
various alternatives are suggested
and discussed.
WHERE THE MONEY GOES
The principal purpose of taxes is
to raise money to provide services
that society feels a need for and
demands. For this reason it is im
portant that taxpayers be familiar
with the uses that are being made
of the tax revenue. Taxpayers are in
a better position to cope with deci
sions that must be made on issues
arising in relation to tax policy if
they realize where their tax pay
ments are going as well as where
the need for tax expenditures is the
greatest.
It must be remembered that rev
enue for all public expenditures in
South Dakota is not obtained excluAssistant Economist and Economist, respec
tively, South Dakota State College Agricul
tural Experiment Station.
"Taxation in South Dakota," Agricultural
Economics Pamphlet 58 (Revised), to be
mimeographed, August 1956, covers this sub
ject in greater detail.

1

3

4

Soutb Dakota Experiment Station Circular 128

sively from the tax-paying citizens
in this state. Federal funds supple
ment state and local revenues in
many cases, and in that respect the
taxpayers of all states are at least
partial contributors to selected
services provided in South Dakota.
For the fiscal year 195 3 -5 4 South
Dakota received from state and
local taxes and from federal grants
in-aid approximately $12 7 .8 million.
This figure does not include many
indirect payments from tax revenue
spent in South Dakota such as for
government projects, government
research, or national defense; nor
does it include the income from the
state cement plant. These tax re
ceipts were allocated to the follow
ing services in these approximate
proportions: education 3 3 5. per
cent, highways 3 3 .2 percent, public
welfare 12 .2 percent, and all other
allocations 2 1.1 percent.
Federal, state, and local appro
priations for highways, schools, and
public welfare for 195 4 are shown
in table 1.
Educational Expenditures

Many schools in South Dakota,
both elementary and secondary, are
finding it more and more difficult to
finance their operations. The obli
gations are becoming most burden
some in the small high schools.Over
2 0 percent of 2 7 1 districts operating
4 -year high schools were classified
by the State Department of Public
Instruction as being financially dis
tressed in 195 4 -55 . This classifica
tion was made for those schools
levying the maximum mill levy and
having more outstanding warrants

at the end of the school year than
cash on hand.
The main reasons res ponsible for
the financing problems of education
are increased school enrollment, ex
panded facilities, migration ( both
rural to urban and interstate), and
inflation. When one compares total
births in SouthDakota in 194 0 with
195 4 it appears that school enroll
ment in this state will continue to
increase. In 194 0 there were 12 ,05 4
births in this state, and in 195 4 the
number had increased to 17 ,85 2 .
This will tend to further increase
educational costs.
The principal source of primary
and secondary school financing is
0btained from the property tax.
Property is generally not assessed
at its true market value, and inas
much as there is a limitation on the
maximum mill levies on properties
for school purposes, it is often
difficult to raise sufficient funds for
adequate school operations. Im
provements in property tax proce
dures and emphasis on some alter
native tax base for school support
should reduce some of the existing
problems. Suggested alternatives in
this regard will be made later.
The federal, state, and local ap
propriations for education in South
Dakota for the fiscal year 195 3 -5 4
are presented in table 2 .
Highway Expenditures

Taxpayers in South Dakota are
demanding improvements in the
state highway program, and the
cost has been steadily increasing.
In this state there are approxi
mately 92 ,0 0 0 miles of highway.
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The expense of maintaining, im
proving, and expanding this system
was about $37 million in 1953. The
source of the revenue for such ex
penditure was federal aid, 24.8 per
cent; highway-uses taxes, 42.7 per
cent; and transfers from other col
lected funds, 32.5 percent.
Federal aid for highways is avail
able only for construction or recon
struction of federal approved high
ways and generally m u s t be
matched by the state or county on
a dollar for dollar basis. In 1954,
South Dakota received $9.4 million
in federal aid for highways.
The sources of revenue yielding

the largest amounts to the state
highway system are the 5 cents per
gallon state tax on gasoline and
diesel fuel and receipts from li
censes and compensation plates. In
1954 the state collected $10,875,000
from the gasoline tax excluding re
funds of about $4,500,000 and
$8,948,000 from licenses and com
pensation plate sales.
Table 3 presents the federal,
state, and local appropriations for
highways in South Dakota for 1953.
Welfare Expenditures

The financing of public welfare
programs has undergone radical

Table I. Federal, State, and Local Appropriations for Highways, Schools, and
Public Welfare in South Dakota, 1954*
Federal Funds

State & Local

Total

Highway System ............. $10,546,410
Educational System __________ 1,783 ,956
Public Welfare __________________ 7,102,2 17
Total -------------------------------- 19,432 ,583

$31,933 ,493
41,090,422
8 , 53 1, 53 0
8 1,555, 445

$ 42,479,903
42 ,874,378
15,633 ,747
100,988,028

Type of Service

"Highway data was for calendar year 1953, and Education & Public Welfare data was for fiscal
year 1953-54.
Source: Highway Data: South Dal( ota Highway Statistics 1954
Eduation Data: Thirty-second Biennial Report of Department of Public Instruction in South
Dakota and State Auditor's Report
Public Welfare Data: South Dakota State Treasurer's Annual Report 1954.

Table 2. Federal, State, and Local Appropriations for Education in
South Dakota, Fiscal Year 1953-54
Type of School

Federal ·Funds

Grade & High School ____ $1,092,780
691,176
Colleges & Universities ....
Total -----------------------·---- 1,783 ,956

State Funds

Local Funds

$3 ,614,509 $3 1,2 91,706*
6,184,207t ---------------------9,798,716
31,291,706

Total

$35,998,995
6,875,383 t
42 ,874,378

•Excludes bond sales $1,887,435.52.
1-!ncludes appropriations to Board of Regents and schools for blind and deaf. Does not include
amounts for emergency building.
+Does not include local and endowment receipts for colleges, universities and special schools.
Sources: Grade and High Schools: Thirty-second Biennial Report of Dept. of Public Instruction in
South Dakota.
Colleges and Universities: State Auditor's Report 1954.
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changes since 1930. In 1929-30 local
governments in the United States
bore about 95 percent of the cost of
general public relief. During the
fiscal year 1953-54, the federal gov
ernment contributed about 45 per
cent or $7,102,217 of $15,633,747 in
total welfare expenditures in South
Dakota. Old age assistance amount
ed to 44 percent of total welfare ex
penditures in this state for that
period. Financial assistance to de
pendent children was second in im
portance in terms of public welfare
expenditures, accounting for more
than 18 percent for the fiscal year
1953-54.
Other welfare costs include aid
to blind, aid to disabled, child wel
fare services, appropriations to
penal and charitable institutions,
and general administration.
The federal government is a large
contributor for many welfare pro
grams. The distribution of appro
priation between the federal gov
ernment and the state and local
government for these services can
be observed in table 4. While pub
lic welfare expenditures in South
Dakota may be defined to include
more or fewer services than those
listed in table 4, the scope of the

definition of public welfare ex
penditures in this report covers only
those included therein.
Other Expenditures

The remaining 21 percent of total
tax expenditures in South Dakota is
divided among state and local gov
ernments, debt reduction, and mis
cellaneous expenses.
WHERE THE MONEY COMES FROM

Major tax levies in South Dakota
are often classified into three groups
-federal, state, and local. The major
types of levies within each broad
classification, as well as the amount
that was collected from each type
of tax in 1952, 1953, and 1954, are
included in table 5.
Federal, state, and local taxes col
lected in South Dakota in 1954
yielded about $166 million. It may
appear when one compares this tax
collection figure with the estimated
federal, state, and local expendi
tures already mentioned, that South
Dakota citizens are being taxed an
amount in excess of what is being
spent in this state. It must be re
membered, however, that South
Dakota citizens realize many indi
rect benefits from federal expendi-

Table 3. Federal, State, and Local Appropriations to Highways in
South Dakota, Calendar Year 1953
Highway System

Federal Funds

State Highways ______________________$ 8,617,666
County Highways ------------------ 1,928,744
Local Rural Roads ------------------ -----------------City Streets and Alleys __________ __________________
Total ------------------------------------ 10,546,410
*Estimated.
Source: South Dakota Highway Statistics 1954.

State Funds

Local Funds*

Total

$14,856,648 $------------------ $23,474,314
3,560,436
6,200,000 11,689,180
1,389,985
2,810,000
4,199,985
496,424
2,620,000
3,116,424
20,303,493 11,630,000 42,47 9,903
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tures such as for national defense,
for development of our natural re
sources, and for federal research.
No attempt was made to determine
or to allocate to South Dakota the
expenditure made for such services.
From the total tax collection
figure for South Dakota ( $166,000,000 ) it was estimated that the per
capita tax was about $250. Federal
taxes accounted for approximately
43 percent of the total of these three
types of taxes collected, state levies
yielded 23 percent, and local re
ceipts produced the remaining 34
percent. Local taxes include county,
township, school district, and city
and town taxes.
Changes have been occurring

relative to the amounts of the total
tax bill paid to federal, state, and
local governments. All three types
have shown an increase in dollar
amounts since 1941. The variation
in percentages of the total tax bill
paid to federal, state, and local gov
ernments can be observed in table 6.
Federal, state, and local govern
ment expenditures in South Dakota
are subject to various regulations .
The federal government may spend
money in the states under a federal
program, or it may grant the money
to the state or local governments to
be spent in specific ways. The state
in several instances also provides
funds for local governmental units
to use for pa1ticular purposes.

Table 4. Federal, State, and Local Appropriations for Public Welfare, Fiscal Year
1953-54
Type of Service

Federal Funds State & Local

Aid to Blind -------------·-·------------------------------ $ 75,744
Aid to Dependent Children -------------------- 1 ,854 ,45 7
Aid to Disabled -----------------------------------------I 99, I 4 7
Child Welfare -------------------------------------------7 1 ,9 I 8
Crippled Children -----------------------------------99 ,08 7
Maternal & Child Health ________________________
63,943
Old Age Assistance ---------------------------------- 4 ,022,686
Public Welfare Administration -------------- ---------------County Poor Relief ---------------------------------
Employment Security -----------------------------
470,1 44
U. S. Public Health ---------------------------------1 1 9 ,706
Sanatorium and Soldier's Home Bd. ______
State Soldier's Home ------------------------------
State Sanatorium -------------------------------------
Yankton State Hospital ---------------------------
State Training School -----------------------------
State Penitentiary -------------------------------------Redfield State Hospital and School ________
125,385*
State Department of Health -------------------Total ------------------------------------------------------ 7 , 102,21 7
*Aid to Hospitals.
Source: South Dakota State Treaurer's Annual Report, 1 954.

4 0,000

$

9 00,4 17
7 5,0 78

845

-------------------------------

2, 9 1 0,332
9 00
1 94,507
2,472
550
7 ,9 00
2 4 1 ,369
5 4 0,7 1 5
1 ,9 01,5 1 7
1 79,39 6
47 5,9 08
779 ,267
2 80,35 7
8,53 1 ,530

Total

$

1 1 5,744
2,754,8 74
2 74 ,225
72,7 63
9 9,08 7
63,943
6,9 33,0 1 8
9 00
1 9 4,507
4 72,616
1 20,256
7,9 00
2 4 1 ,369
5 4 0,7 1 5
1 ,9 01,5 1 7
179 ,396
47 5,9 08
779,26 7
4 05,74 2
15,633,74 7
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Federal G rants

Total federal revenue allocated to
South Dakota state and local gov
e r n m e n t s, excluding individual
payments, amounted to about $17
million for the fiscal year 1954. Fed-

eral funds to individuals totaled ap
proximately $9 million, making a
combined total of more than $26
million. This total does not include
federal expenditures for building of
federal government projects in the

Table 5. Federal, State, and LocalTax Levies in South Dakota for Selected Years
Type of Taxes

1954
(000)

1953
(000)

1952
(000)

Federal
Individual Income and Employment Tax _____ ________ $ 57,061 $ 60,383 $ 60,108
Corporation Tax ------------- ----------- ----- __________ ____________
11,157
11,626
10,258
Miscellaneous Tax _ _____ __________ _____________________ _______ ____
4,804
4,328
4,796
Total Federal Taxes _ ___________ _____ -------------------------- -- 71,647
76,805
76,069
46
Percent of Total _____________ _____ _____ ----------------- _ ________
43
46
State
2,592
Alcoholic Beverages* _____________ ________________ ___________________
2,829
2,764
472
547
616
Death and Gift --------------------------- ____ ___________ ____ ________
29
Franchise _______________ _____ _____ ________ _____ ------------------------29
29
9,516
Gasoline _________________ ---------------------- ------------------------------- 10,661
10,267
161
151
148
Income (Net )t _________ _____ ---- - ----- ----- ----- ---------- ·--------Motor Vehicle ------------------- ----- - _____ _____ ___________ _______ ____
4,204
2,634
6,216
845
118
111
Property ----------------------------- ------------------------------------------16,137
12,365
Sales (General) and Use ------------ ------------------------- ___ _ 12,145
1,717
1,701
1,751
Tobacco ----------------------------- _____ _____ _____ _____ -----------------·
4,809
4,384
Other -------- -------------------------------------------------------------------3,795
38,912
36,060
Total State ---------------------------------------------------------------- 38,771
23
21
Percent of Total _____________ ---------------------------------------23
Local
County+ ------------------- ---------------------------------------------------- 14,447
17,008
18,026
2,735
Townships ___________________ _____ __________ _____ ----------- ____________
2,869
3,928
24,523
School District - ----------------- ------------ ----------------- ------------- 29,573
23,102
7,959
City and Town ___________ ----------------------- ------------------------7,279
7,621
Miscellaneous§ ------------------------------------------------- --- -------641
624
692
Total Local ------------- ----------------- -------------------------------- 55,489
50,748
54,790
Percent of Total -----------------------------------------------------
34
31
33
Grand Total Taxes - -- ---------------------- --------------------- 165,907 167,655 165,729
100
100
100
Total Percent _______________ ----------------------------------- ____
"Excludes revenue from state liquor stores.
-!·Corporation net income tax only.
tlncludes Telephone and Money and Credits and Public Shooting Areas.
§Includes special assessments, road poll taxes, school poll taxes, dog taxes, and county grain tax.
Sources: Federal Data: Annual Report of the Commissioner of Internal Revenue 1 95 2 , 1953,
1954_
State Data: "Tax Policy," Sept. 1 953, Sept. 1 954, Oct. 1 955.
Local Data : Annual Reports Department of Finance of South Dakota 1952, 1 953, 1954_
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state, such as for dams, bridges, and
irrigation projects and does not in
clude direct payments to federal
employees working in the state.
South Dakota appears to have
benefited considerably from federal
grants-in-aid arrangements. When
one compares per capita federal
grants with per capita federal tax
payments, only seven states re
ceived a larger per capita federal
grant than South Dakota in 1954,
while 43 states had a higher per
capita federal income tax to pay in
that same year.
In a study, "Federal Grants-in
Aid," prepared by the Council of
State Governments in 1949, it is re
ported that in "the relationship be-

tween per capita grants, income,
and tax collections in 1947 . . . thir
teen states appear to have benefited
substantially. Five of these states
( Arizona, New Mexico, Oklahoma,
South Dakota, and Utah ) received
large per capita grants in conjunc
tion with low per capita federal tax
payments." The fact that some
states enjoy a more favorable rela
tionship than others, the study con
tinues, "should not be construed as
a criticism of the existing pattern of
federal aid. They merely point up·
ce1tain well known aspects of the
federal aid system as it has devel
oped. Congress consciously devel
oped grants for highways and air
ports so that the sparsely settled

Table 6. The Dollar Amount and Percentage of Total Taxes Paid in Local,
State, and Federal Taxes in South Dakota from 1941 to 1 954

Year

Local*
Amount
Percent
(000)

1941
1 942
1943
1944
1945
1946
1947
1 948
1 949
1950
195 1
1952
1953
1954

$ 22,577
22,802
2 1 ,965
22,609
2 3,761
26,9 1 0
29,1 8 8
38,358
42,8 1 6
46,671
48,413
50,748
54,790
55,489

------------------------------------ ----------------------------- ----

49. 1
39.7
3 1 .0
3 1 .4
27.6
29.2
27.7
26.6
30.6
32.2
30.8
30.6
32.7
33.4

State
Amount
Percent
(000)

Frderalt
Amount
(000)
Percent

$ 1 6,538
1 5,59 1
1 6,143
14,786
1 6, 1 87
19,5 1 2
24,447
29,704
32,789
4 1 ,5 1 1
44,383
38,9 1 2
36,060
38,771

$ 6,870
19,03 1
32,657
34,654
46, 1 19
45,619
5 1 ,902
76,2 1 2
64, 148
56,7 1 8
64,282
76,069
76,805
71 ,647

36.0
27.2
22.8
20.5
1 8.8
2 1 .2
23.2
2 0.5
23.5
2 8 .6
2 8.2
23.5
2 1 .5
23.4

1 4.9
33.l
46.2
48.1
53.6
49.6
49.l
52.9
45.9
39.2
4 1 .0
45.9
45.8
43.2

Total
Amount

(000)

Percent

$ 45,985
57,424
70,765
72,049
86,067
92,041
1 05,537
144,274
139,753
1 44,900
1 57,078
1 65,729
167,655
165,907

1 00
1 00
1 00
1 00
100
100
1 00
1 00
1 00
1 00
100
1 00
100
100

*Includes county and city share of motor vehicle, county, school, township, city and town levies,
road poll, school poll, dog tax, grain tax, city and town special assessment, irrigation districts.
-!-Includes corporation income tax, social security tax, and miscellaneous internal revenue taxes.
Sources: Local and State Data for 1 94 1 -5 1 : Greater South Dakota Association Bulletin: (Novcmber 2, 1952 and September 25, 1953) . Data 1 952-54, Table 5 .
Federal Data : Statistical Abstract o f United States for years 1 9 4 1 - 5 1 . Annual Report o f Commissioner of Internal Revenue, 1 952-54.
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Table 7. FederalFunds Allocated by Various Departments to South Dakota State
and Local Governments and to Individuals for FiscalYear 1954
Dept. of Fed. Gov't. Granting Funds

To State or Local Gov't.
Amount
% of Total

To Individuals*
Amount % of Total

Dept . of Agriculture -----------------------------Dept . of Commerce ---------------------------- __
Dept . of Defense ----------------------------------- Dept .of Interior ___________________ _ ---------------Dept . of Labor --------------------------------------Dept. of Health, Education & Welfare
Veterans Administration ________________________
Miscellaneoust ---------------------------------------Total ---------------------------------------------------

$1,969,209 11 3.
$3,42 1 ,399 38.7
155,349
6,926,719 39 7. 3
1 8.
42,867
1,476,050 16 7.
2. 4
1 5. 1
262,722
5 .2
2 7. 3
476,144
456,244
54,314
.6
7,669,674 43.99
.5
88,740
3,263,868 36 9.
7,730
.002
1.
418
17,4 36,493 100
8,834,954 100

*Not direct grant or loan.
Hncludes Civil Defense payments to state and local government and National Science Foundation
payments to individuals.
Source: United States Secretary of Treasury Annual Report 1954.

states of the West would not be bur
dened unduly."
State Aid to Local Governments

Some of the revenue collected by
the state is appropriated back to
local governmental units. Like state
and local expenditures, most of the
funds are appropriated for educa
tion, highways, and public welfare.
Exclusive of federal funds approxi
mately $7 million was appropriated
by the state to local governmental
units in 1954. Of this amount about
3 percent went to county public
welfare, 64 percent to school dis
tricts for education, 18 percent to
highways, and the balance of about
15 percent went to health, hospitals,
and other combined services.
SOME PRINCI PLES OF TAXATION

South Dakota citizens are being
called upon to contribute a substan
tial portion of the revenue needed
in carrying on public services.
Therefore, it is well to consider peri-

odically the methods of financing
the operations, and the effect of
the financial policies on those pay
ing the tax bills. The financial poli
cies should be considered in relation
to the growing and changing econ
omy in South Dakota.
"Fair" Taxation System

The achievement of a "fair" sys
tem of taxation is a goal that those
responsible for fiscal policy should
make every effort to attain. This is
a goal that probably never can be
achieved, however, but one that
should be pursued constantly.
To achieve a "fair" system of tax
ation is difficult because individuals
have different opinions as to what
constitutes fairness. Thus what
might be considered fair by one in
dividual may seem unfair to an
other.
Fiscal policy decisions in public
finance are often difficult to make
because of the broad scope of the
subject. In making such decisions

The So11tb Dakota Farmer and His Taxes

it is desirable that people involved
in policy making and voters influ
encing these people consider a few
basic factors.
Consideration should be given to
such factors as what changes have
occurred, are occurring, and can be
expected to occur in the services
that we are providing from tax rev
enue. Equally as important is find
ing a basis for taxation most fair to
those who are being called upon to
pay the bill.
In attempting to determine the
fairness of any one type of tax, all
taxes paid by individuals must be
taken into consideration. The inci
dence or burden of various types of
taxes varies between occupational
and economic groups, between indi
viduals within groups, and between
geographical areas.
Tax Overlap

In South Dakota we have several
types of state taxes that overlap or
are overlapped with federal and/or
local levies. Examples of such in
stances can be found in inheritance,
estate and gift taxes, highway sup
port levies, cigarette and alcoholic
beverage taxes, and amusement and
excise taxes.
The overlapping of taxes is not
necessarily an undesirable feature
of a tax program. The criterion of a
"good" tax is not based on what
governmental unit employs such a
tax. Rather, it is how the tax fits in
with the total tax system to repre
sent the closest balance possible
between benefits people require
from tax expenditures and the sacri
fices required to make the payments
to get such benefits. Population, re-

11

sources, and economic structures of
states and even the attitudes of the
people in a state should be taken
into consideration in an appraisal
of any one tax or the total tax sys
tem.
Measuring Taxation

A technique often used in meas
uring taxation is to compare the per
capita income with the per capita
tax levies for those living in a parti
cular area or for a select group or
groups.
Basically all taxes have to be paid
from income. Our income is re
ceived from such sources as com
mon labor, professional services,
ownership of income earning prop
erty, income from savings, and from
gains from business transactions.
The amount of income from any
one of these sources often changes
with the passage of time. There is
an advantage then in a tax program
that is flexible enough to cope with
such changes, thus obtaining more
equity of tax burden. On the other
hand, such flexibility may in some
cases result in instability of tax
revenue needed to provide the serv
ices demanded.
From the standpoint of total taxes
paid, including federal, state, and
local, in relation to personal income
in South Dakota, the percentage of
income taken for taxes in 1930 was
greater than in 1950. Since 1930, tax
payments as a percentage of total
income payments in South Dakota
have fluctuated considerably, how
ever. The low in 1942 was 12.2 per
cent while in 1932 it was 37.6 per
cent.
In 1954 the tax payments in South
Dakota amounted to 18.4 percent

12
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of the total income payments, while
for the nation it averaged 29.6 per
cent for that same year. These per
centages should not be used as con
clusive evidence that South Dako
tans are paying too much or too
little in taxation. Botl1 the benefits
from govermnent services and the
burden of tax payments vary be
tween individuals depending on
their income, occupations, and geo
graphical location.
A large percentage of the income
in this state is from agricultural pro
duction. Hence, the burden of the
payments as measured by a percent
age of income, is very responsive to
farm production, production costs,
and prices received from the sale of
farm goods. Particular considera
tion will be given to how various tax
policies affect the farmers in South
Dakota.
WHO PAYS AND HOW MUCH
Income Taxation

Less than one-half of 1 percent
of South Dakota's state tax revenue
is obtained from a state income tax,
which is on the net profits of banks
and other financial corporations.
The burden of state income taxes
in this state is thus highly selective
and of little consequence when con
sidered in relation to the total state
tax picture.
In the states having state and cor
porate income taxes, the revenue
from these two sources accounted
for about 24 percent of their total
tax receipts in 1955.
In terms of percentage of indi
vidual income taken in state income
taxes in the income tax states, the

average was .5 of one percent. If
the same percentage of the indivi
dual income in South Dakota were
taken, this state would have col
lected about $4.5 million in 1954.
The graduated income tax is a
progressive tax. Progression in itself
is a technique used in attempting to
adjust for differences in ability to
pay and attain greater "equity" of
tax burden. It is interesting to FlOte,
however, that in 1950 less than 2
percent of South Dakota's state and
local tax revenue was obtained from
progressive taxation as compared
with 43.2 percent for Wisconsin and
over 28 percent for Minnesota.
The federal income tax burden
on South Dakota tax payers is con
siderably more weighty than is the
case for the state income tax. For
the fiscal year beginning July 1,
1953 and ending June 30, 1954, indi
viduals paid in federal income
taxes, including Social Security
t a x e s, $57,061,000. Corporations
paid $10,258,000 in Federal income
taxes for that same period, making
a combined total in excess of $67
million.
In comparing South Dakota with
other states relative to total per
sonal income and income payments
( both federal and state ) , it appears
that more emphasis might be placed
on the income tax in South Dakota.
Only four states in the United States
paid less federal income tax per
capita in 1954 than South Dakota.
Yet 36 states realized a larger per
capita income in 1954. In 1954
South Dakota federal income tax
per capita was $88.50 while the av
erage of all states was $239.80. The
per capita income in 1954 for South
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Dakota was $1,332 compared with
a national average of $1,770.
State Sa les Taxation

States using a general sales or
gross receipts tax have shown a
marked increase in number since
1930. In 1933 only four states used
such a tax while 32 states were levy
ing a sales tax in 1955.
The sales tax is a regressive type
of tax and does not conform to the
principle of ability to pay. People
with small incomes generally spend
a larger percentage of that income
on goods so taxed than do those
with larger incomes. Part of the re
gressivity of this tax could be re
duced by exempting certain types
of purchases from the sales tax.
Exempting groceries and/or cloth
ing is an example. Eight states pro
vided exemptions for grocery pur
chases by all consumers from sales
taxes in 1952.
The rates of sales and use taxes
in the various states is in general 2
or 3 percent, with the minimum
taxable sale between 10 and 25
cents.
The burden of a sales tax, as is
true of any type of tax, cannot be
weighed with complete accuracy.
As has been suggested, burdensome
ness is a relative concept and is,
therefore, not viewed in the same
perspective by all taxpayers.
Sales taxes in South Dakota are
most often paid at the point of final
purchase, and such tax payments
are made by individual purchases
in accordance with a particular
price schedule. The business man
agers collecting the tax revenue
make payments to the state direc-
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tor of taxation on the basis of total
sales of taxable items, however.
The sales tax is one of our larger
revenue sources for the state how
ever. In 1955 the state realized ap
proximately $12 million from the
2 percent tax.
In general the sales tax is a direct
consumer burden. Business firms
can usually shift the tax to the buy
ing public through higher prices. In
addition to the variation of sales
tax burden between income groups,
there are also wide differences in
the burden between occupational
groups. An estimate has been
made of the sales tax burden on
farmers in South Dakota and is con
sidered later in this circular.
Property Taxation

Property tax receipts accounted
for almost 60 percent of all state
and local taxes in 1954. Taxpayers
in South Dakota paid about $35
million in real estate taxes and over
$15.8 million in personal property
taxes in that same year excluding
utility taxes.
Receipts from property taxes are
used primarily for local services, a
large portion of which goes toward
school support. This means that
property ownership carries with it
an obligation for school support
that varies widely, depending on
such factors as where the property
is located and the amount of prop
erty in an area in relation to the
school services provided.
As income is derived from more
and more sources, property owner
ship is becoming a less accurate in
dicator to use as a basis for deter
mining tax obligations. In South
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Dakota the trend from the reliance
on the property tax to other taxes
has decreased considerably since
since 1925, but in 1955 South Da
kota was still relying more heavily
on the property tax than was true
for the average of all states. In 1926
almost 75 percent of the general
revenue in South Dakota was raised
from the property tax, while the
figure was 44 percent in 1955. The
average for all states was less than
40 percent in 1950, however.
The need for improvements in
the property tax has been recog
nized for several years. Many in
equities can be observed in the dis
tribution of property tax burden
( tabulations follow sh01tly that
show average tax levies per acre on
land separated only by a road in
Beadle and Hand County ) , and
such inequities oftentimes become
greater as our economy changes
without a compensating change in
property tax administration.
Placing less emphasis on the
property tax for local needs, such as
for school support, may be a way
of reducing inequalities in tax lev
ies. Another possibility is to exempt
part or all of the tax levies on per
sonal property. Some states have
done this.
It must be remembered, however,
that when certain classes of prop
erty are exempt from taxation, new
sources of revenue will have to be
tapped, or more emphasis on exist
ing sources of revenue will be nec
essary if the loss is to be compen
sated for. The personal property tax
in South Dakota, for example, ac
counted for approximately $16 mil-

lion in 1955, which was consider
ably more than the amount ob
tained from the 2 percent sales tax
for that same year.
TAXES AND THE FARMER
Farmers are subject to sever&,
types of taxes, many of which a:,_ .,
indirect in the sense that they are
hidden in the price of products or
services purchased. No attempt is
made to weigh the burden of such
indirect taxes. Other taxes which
are direct in character and which
affect farmers the greatest are con
sidered. Three types of taxes in this
group are the property tax, the sales
tax, and the federal income tax.
A summary table of the estimated
tax cost of each of these three types
of taxes for the farmer and non
farmer in South Dakota, plus their
relative position in terms of total
income and population, is shown in
table 8.
From the statistics that follow, it
may be estimated that on the aver
age the fanner paid about $461 in
property taxes, $90 in sales taxes,
and $153 in federal income tax for a
total of $704 in 1954. On the other
hand the nonfarm families paid on
the average about $220 in property
tax, $46 in sales taxes, and $382 in
federal income tax, for a total of
about $648.
Property Tax Considerations

Property taxes paid by South Da
kota taxpayers amounted to $56
million in 1955. Of this amount,
farmers paid an estimated 51.5 per
cent while nonfarmers paid the re
mainng 48.5 percent. Real and per
sonal property taxes have become
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a very important part of fann oper
ating costs. From 1940 to 1953 the
taxes on farm real estate increased
almost 90 percent. Personal proper
ty taxes for farmers amounted to an
estimated 54.3 percent of all per
sonal property taxes paid in South
Dakota in 1955. At this time 36 per
cent of the population was farmer
and 64 percent nonfarmer. The
ownership of personal property of
farmers that is subject to the pro
perty tax is relatively higher for
farmers than is the case for many
other groups. The assessments on
cattle and farm machinery account
ed for about 80 percent of total per
sonal property taxes, paid by farm
ers in South Dakota in 1955.
In 1954 the taxes levied on fam1
real estate in South Dakota was ap
proximately 55 cents per acre. In
terms of $100 value of farm real
estate in that year, the tax was about
$1.25. An example of the inequali
ties that existed in tax levies on rural
lands can be seen in the following
tabulation. It compares the average
taxes levied per acre in 1952 on land
separated only by a road but in
different townships.
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Assessed
Value
Per Acre
South tier in Bonilla Tp. $2 1 .7 2
North tier in Allen Tp... 1 8 .76
HAND COUNTY
South tier in Alpha Tp... 1 2 .43
North tier in Miller Tp. 1 8 .74
BEADLE COUNTY

Levy
. Mills

Av. Tax
Per
Acre

42.50
29.09

0.92
0.54

3 1 .27
29.76

0.38
0.56

As further evidence of the in
equality in tax payments on farm
property one can compare the high
est and lowest tax bills per $1,000 of
assessed valuation in selected coun
ties in South Dakota. These com
parative assessments for 1950 apply
to rural school districts in selected
counties.
Tax bills per
$ 1 ,000 assessed valuation
Lowest Highest

Counties

Brookings
Beadle ___ _________
Clay ________________
Haakon ________ __

$14.00 $34.65
19.97 40.95
15.28 27.53
12.66 32.66

The present method of assess
ment of farm buildings is another
case where inequalities of tax levies
is very apparent upon investigation.
Little consideration is given to the
income earning capacity of farm
buildings in levying procedures.
A comparison that should not be
overlooked in measuring the burden

Table 8. Farm Net Income and Population and Estimated Property, Sales, and
Federal Income Taxes Paid by Farmers and Nonfarmers in South Dakota in 1954
Po p ulation
Class
Farmer

0/o of

Number• Total

Income
Amountt

% of
Total

Property !
% of
Amount§ Total

Taxes
Sales

% of
Amount+ Total

Income**
% of
Amount
Total

Total
Amount

- - -- 237 ,894 36 $256,000,000 28.6 528,852,966 5 1 .5 55,644,033 50 I $9,59 1 ,070 16.9 $44,088,069
Non·
farmer .. 426,106 64 639,000,000 7 1 .4 27,188 ,946tt 48.5 5 ,627,3 16 49.9 $47 ,206,930 83 . 1 80,02 3 , 1 92
Total .... 664,000 100 895 ,000,000 100
56,04 1 ,9 1 2 100
1 1 ,271 ,349 100
56,798,000 100
1 24,1 1 1 ,261

% of

Total

35.5
64.5
100

•u. S. Department of Commerce, 1950 United States Census of Population (South Dakota) ad j usted accordin g to proportional
decrease in number of farm operators from 1950 to 1954.
tU. S. Department of Commerce, Survey of Current Business, Sept. 1955.
!"Estimated.
§ Payable in 1955 .
....,Estimated, nonfarm excludes corporation net income tax, railroad retirement, and unemplo}'mcnt insurance.
ttlncludcs $3,730,234 utility tax.
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of property taxes for farmers and
nonfarmers is the relationship be
tween farm income and farm prop
erty tax payments. Following this
procedure, estimates indicate that
the income distribution was 28.6
percent for farmers with nonfarm
ers receiving the balance ( 71.4 per
cent ) in 1954. As was mentioned
the property tax payments were
51.5 percent for farmers and 48.5
percent for nonfarmers.
A comparison was made of the
ability of South Dakota farmers to
pay and the real estate taxes levied
against them since 1940 in an at
tempt to show the variation in the
farm real property tax burden. By
comparing indexes of these two fac
tors, using 1940 as a base, it was
found that there was a sharp up
ward trend in the index in ability of
South Dakota farmers to pay from
1940 to 1947. While in general the
index of real estate taxes showed a
marked increase for that same
period, its upward trend was con
siderably less than the rise in the
farmer's ability to pay.
Since 1947 a much different situa
tion has occurred. While the index
of real estate taxes per acre has
shown a rather constant increase,
the index of the farmer's ability to
pay has portrayed a sharp declining
trend from the 1947 high.
It must be emphasized that this
relationship does not, in itself, indi
cate the extent of burdensomeness
of farm real estate taxes. Rather, it
merely portrays the trend relation
ship between ability of farmers as a
group to pay, and the per acre real
estate taxes levied against them
from 1940 to 1954.

These statistics do not furnish
proof of inequitable sharing of the
tax burden. All types of taxes paid
by farmers and nonfarmers must be
considered if fairness of the total
tax burden is to be determined.
Improvements in farm land as
sessing could be made by levying
taxes in accordance with changes in
market value of property. This has
been a major weakness in property
tax assessments for several years.
In a sample of four counties, it was
found that while the average as
sessed valuation since 1940 has been
at a very stable level, the average
sale price of land has fluctuated
widely.
T,, o techniques may be used in
improving assessment practices to
gain more equity between farm land
assessments in the state and even
between states. These are use of
the assessment-sale ratio proce
dure and use of soil survey informa
tion.
Assessment Sale Ratio Studies.
Through the use of assessment
sale ratios, adjustments can be
made in the assessed valuation of
property to arrive at a uniform as
sessment sale ratio. For example, in
1953 the average assessed valuation
of farm real estate in Hand County
was approximately $11 per acre
while the average sale price was
about $34 per acre. Thus the as
sessed valuation as a percentage of
the sale price or assessment sale
ratio was about 32 percent. Many
states that have been and are using
the sale ratio as a guide for assessing
property, have reported improve
ments in their assessing system.
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Soil Survey Information. Soil
survey information can also be
used in making an eco�1omic rating
of farm land for tax purposes. Soil
survey work in South Dakota is
being carried on by the Agronomy
Department of the Agricultural Ex
periment Station, State College, and
the Soil Conservation Service, U. S.
Department of Agriculture.
Soil survey work is explained as
follows :
"A soil survey consists of a soil
map and report. The map shows the
extent and distribution of soil types
and other soil mapping units. It also
shows the lay of the land or topog
raphy, natural drainage of the area,
degree of wind and water erosion
that has occurred ( as measured by
the depth of top soil remaining ) ,
stoniness, depressions and lakes, lo
cation of farmsteads and other
buildings, kinds of roads, railroads,
and present land use. The accom
panying report describes the natural
and cultural features ( such as roads,
schools and churches ) of the area
surveyed; it describes the important
characteristics of soils; predicts the
adaptability of soils to various
crops, grasses, and trees; and pre
dicts their behavior and productiv
ity under different management
practices, and predicts the yields
which may be expected under de
fined management systems.
"By determining the productive
capacity of each soil type or separa
tion on the map a soil survey fur
nishes the best available basis for
reliable estimates of future produc
tion and for comparisons of differ
ent tracts of land."2
From the information gathered in
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the soil survey, it is possible to de
termine a productive rating for all
lands surveyed. The productive
rating plus other economic and
social considerations make it pos
sible to make an economic rating of
land, a base upon which taxes can
be levied with improvements result
ing in the equity of tax payments.
It is desirable also that assessment
of lands be made, including the
views of local groups oftentimes
familiar with the value of particu
lar areas of land to be assessed.
Sa les and State I ncome Tax
Considerations

\iVhen demands for more revenue
are made in this state, various
sources that may be used in raising
revenue are examined. Raising reve
nue from the use, or increase in use,
of the property, sales, or state in
come tax is often considered. Each
type of tax has particular advan
tages over the other depending on
such things as the amount of income
that each taxpayer has, the occupa
tion he is in, and even the method
of making payments.
In South Dakota a 1 cent increase
in the sales tax would yield an
amount approximately equal to 10
percent of the federal income tax
payments. Paying a percentage of
the federal income tax, as a state in
come tax, is a technique that some
states are using and one which
might be used in this state.
For the farmer, the advantage of
A. J. Klingelhoets and F. C. Westin, Circular
109, Soil Survey and Land Valuation for Tax
Purposes, Agronomy Department, Agricultural
Experiment Station, South Dakota State Col
lege, College Station, South Dakota, June 1954.
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the state income tax over the sales
tax, using the two alternatives men
tioned, would depend on the farm
er's net income. It has been esti
mated that a farmer would have to
realize more than a $5,000 net profit
before a sales tax increase of 1 cent
would be to his advantage over a
10 percent payment of his federal
income tax bill. As the average net
farm income in South Dakota was
about $3,156 in 1954, it would ap
pear that the average farmer would
pay less under the income tax alter
native than he would pay if he were
subject to the 1 cent increase in
the sales tax.
The farmer is in most cases the
ultimate consumer of merchandise
he purchases. For this reason his
sales tax burden is not shifted as is
possible in selling merchandise.
An estimate has been made of the
amount of sales taxes paid by fann
ers in South Dakota in 1954. This
estimated amount was $5.6 million
or about 50 percent of the total
sales tax bill.
The farmer may have a sales tax
advantage in relation to grocery
purchases because he may produce
a portion of his own food consump
tion that escapes such a tax. How
ever, statistics indicate that the per
centage of the farmer's food pro
duced and consumed by himself,
without going through other proces
sors, is constantly decreasing.
SUMMARY AND
SUGGESTED ALTERNATIVES
Summary
As the economy of this country
has grown, so have the demands for

more public services. With such
demands several types of measures
have been .employed that have re
sulted in overlapping taxes between
federal, state, and local units of
government. Whether such a devel
opment is necessarily good or bad
should depend on how such a pro
gram affects those paying taxes.
The success of any tax program is
dependent on the ability of the tax
payers to meet their levies. Their
ability to make such payments
hinges in no small part on the in
come of the taxpayers.
Property taxation continues to be
one of the major sources of revenue.
It continues to be heavily depended
upon for local support, as has been
pointed out.
The need for improvement in
property taxation to make it more
equitable has been apparent for
several years. Improvements can be
made in assessment procedures for
farm real estate, using soil survey
information and assessment sale
ratios. Shifting the emphasis of tax
ation from the property tax to some
other source is a possibility that may
achieve a more equitable tax sys
tem. Property ownership does not
reflect the same ability to make tax
payments today, as was the case
during the early development of
this country.
Suggested Alternatives
for Raising Revenue
It appears that education, high
ways, and public welfare programs
will continue to expand as the econ
omy grows. If more revenue has to
be raised to support these services
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that are demanded, what tax rais
ing actions can be taken?
Education and local governments
have been supported primarily by
the property tax in South Dakota.
Therefore, through adjustments in
assessments and/or mill rates, more
revenue may be obtained. There is
a question, however, as to how
much of the educatiorial costs and
other costs property owners should
have to assume, and property taxa
tion is relatively high now.
Highway revenue may be in
creased by increasing motor fuel
taxes or licenses. A 1 cent increase
in motor fuel tax could increase the
total receipts about $2 million.
The general revenue fund may
also be supplemented by increasing
the sales tax rate or creating a more
inclusive state income tax. A 1 cent
increase in the state sales tax should
provide an extra $6 to $7 million.
The other major alternative is the
use of a state income tax.
Federal income tax provisions and
records may be used in designing a
program for paying state income
taxes. Utilizing these records may
be a way of reducing i::osts of admin
istering a state income tax. For in
stance, South D a k o t a taxpayers
could be required to pay to the
state, an income tax based on a cer
tain percentage of their federal in
come tax bill. Certain adjustments
have to be made when one uses
certain federal income tax data,
however, in order that the state sys
tem does not infringe on or conflict
with federal regulation in this area.
State income taxes in South Da
kota based on 20 percent of the fed-
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eral income tax payments would
yield, for example, between $12 and
$14 million, an amount which ap
proximated the receipts realized
from the sales tax in South Dakota
in 1955. Several states are incor
porating various aspects of the fed
eral income tax provisions in their
state income tax programs.
Another technique that might be
worked out for a state income tax
would be to tax the adjusted gross
income of all income recipients in
the state instead of what is defined
by the federal government as tax
able income. Under this system tax
payers would not be allowed per
sonal exemptions nor the usual 10
percent exemption. This system
would have the advantage of taxing
practically all individuals and cor
porations that enjoy the benefits of
tax expenditures. The adjusted
gross income from individuals in
South Dakota was estimated at
$558 million and the net income
from corporations was about $28
million in 1950. Adjusted gross in
come is that amount remaining af
ter cost of operation has been de
ducted or, in other words, the net
income before personal exemption
and standard deductions are taken.
Either a proportional tax or a pro
gressive tax may be applied to the
adjusted gross income figure. Here
again the progressive procedure
would probably be the most equi
table from the standpoint of meet
ing the objective of taxing in ac
cordance with ability to pay.
If, however, a proportional tax
were applied, the state could col
lect between $5.5 and $6 million
at the 1 percent level. Percentage
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Table 9. Estimated Revenue from a State Income Tax Based on Estimated Income
and Suggested Progressive Tax Rates for Each Income Group in South Dakota

Individual Income
Interval and Corporations

Estimated
Estimated
No. of FamEstimated Suggested Tax Return
Income for Progressive from Each
ilies in Each
Income Group* Each Groupt Tax Rate Income Group

Under $1000 and not reporting ____ 55,815
$1000 to $ 1999 _ ____ ----------------- ______ 37,415
$2000 to $2999 _______ _____ _____ ____________ 39,695
$3000 to $3999 ------------------------- ____ _ 31,135
$4000 to $5999 ------------------------- ------ 27,540
$6000 to $9999 -------------------------------- 1 1,745
$10,000 and over --------------------------4,535
Total ------------------------------------------------ 207,880
Corporations - ------------------------------------------ ----------Grand Total _ ------------------------------------- ..... ....

$27,907,500 .005
56,1 22,500
0. 05
99,237,500
0. 1
108,9 72,500 .01
137,700,000
0. 1 5
88,087,500 .02
68,025,000+ 0. 3
586,052,500
30,000,000§ 0. 3
6 16,052 ,500

$139,537.50
280,6 1 2 5. 0
992,375.00
1,089,725 0. 0
2,065,500 0. 0
1,761,750 0. 0
2,040,750 0. 0
8,370,250 0. 0
900,000 0. 0
9,270,250 0. 0

*Based on 1 949 figures from Statistical Abstract 1 954, p. 3 1 2 .
Hlased on median income for each group.
!Estimated median $ 1 5,000.
§ Corporations total estimated income.

adjustments could be made in rela
tion to amount of revenue desired.
If a progressive rate were applied,
the amount that could be raised
would, of course, vary with the de
gree of progression. Approximately
$9 million could be collected if the
progressive rates included in table
9 were effective.
One adjustment that might logi
cally be made in the table would be
to exempt from the state income tax
those with a net income less than
$2,000. While it is true that those
in this group undoubtedly receive
benefits from tax expenditures, the
amount that could be obtained from
them is a relatively small amount
under the suggested rates. Also the

burden on such individuals and
families in paying the tax could be
very severe in many cases. Another
possibility is that the cost of col
lecting the tax from this group may
approach and possibly exceed the
revenue obtainable from them.
The state income tax procedures
outlined are very flexible. They
have been suggested only as possi
bilities if and when a state income
tax is considered.
State and local governmental
units along with the federal govern
ment are ever calling on their citi
zens to help in offering the services
they do. It is up to the taxpayers
to decide how the revenue should
be raised.

